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THE CURRENCY QUESTION, 


Se. 
ee 


Tue misconceptions which prevail regarding the Act . 
of 1844, and the vague and indefinite language in which 
the misconceptionists indulge, seem t> render it expedient 
that in attempting to explain the principles of that im- 
portant measure, and the irregularities it was intended to- 
correct, we should begin. by repeating the very.A CB of 
monetary science. : 


Definitions. 

1.—Money consists of articles possessing’ intrinsic 
value, and adopted by gencral consent as the measure of 
value, the medium of exchange, and the equivalent by 
the aeceptauce of whieh debts are liquidated and trans- 
actions finally closed. In all civilised countries, the 
articles adopted as money are the precious metals. The 
money of each particular country consists of pieces of the 
precious metals on which stamps‘ are impressed by the 
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Sovereign authority, certifying that they are of a given 
weight and fineness, : 

2.—Paper money consists of instruments possessing 
presumptive value, and réndered by law or custom 
measures of value, media of exchange, and equivalents 
by the acceptance of which debts are liquidated and 
transactions closed. The, most perfect forms of paper 
money are notes payable on demand in the amounts of 
the precious metals which they purport to represent. 
. 8—The term “ circulation” denotes paper money, 
which, under the existing law, consists of promissory notes 
payable in specie on demand, and uttered to the public 
by banks of issue. 

4.—Currency is the term employed to express the 
aggregate amount of coin and circulation in the hands 
of the public. Hie ee 

5.—Auzxiliary money consists of those forms of credit 
by which money is economised, and a given amount of 
currency made to effect a greater number of transactions 
than could be effeeted by the same amount of currency 
without their intervention: Auxiliary money: is divided 
into deposits and credits in the books of bankers, cheques 
drawn against such deposits and credits, and bills of 
exchange and other negociable instruments promising to 
pay in coin or notes specified sums at future periods. 

6.—The term, “ media of exchange,” comprises metallic 
money, paper. money, and auxiliary money—circulation, 
deposits, credits, and bills of exchange. ae 

The misconceptionists generally include deposits and 
credits in the books of bankers, and even bills of exchange, 
under the term curreney, Such an extension of the term 
is an unnecessary and inconvenient departure from ordi- 
nary usage. But this is not the worst. When the 
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objects under consideration possess different qualities, and 
when that which can be affirmed of one camnot be predi- 
cated of the others, the classing of them under a common 
denomination necessarily leads to ambiguity and “error. 
Coin and bank notes possess qualities not possessed by 
deposits, bank credits, or cheques. A ‘bank note for 
£.100 may pass from purchasers to vendors ten times a 
day, finally closing on the instant each successive transac- : 
tion; a cheque for £.100 drawn against a bank deposit 
may also pass from purchasers to vendors many times a 
day, but no one of the successive transactions of which it 
is the medium can be finally closed, until the Jast redipient 
has received, in coin or notes, the amount it represents, 
or has had that amount placed to his credit in the books 
of the bank. Again: coin and bank notes have an inde- 
pendent éxistence ; and their amount would not only be 
not diminished, but would be vastly increased, ‘by the 
abolition’ of the auxiliaries by which. their use is econo- 
mised :—deposits and cheques have only a dependent 
and representative existence, and would cease to be, on 
the abolition of the constituent bodies which they repre- 
sent. It may be very convenient td class under the same | 
general term all the several instruments which possess, 
although in different degrees, the common property of 
facilitating exchanges; but if we would avoid ambiguity 
and misconception, we must not apply to the whole of 
these instruments the term which usage has appropriated 
to a part. 


On the Value of. Currencies. 


The term value, whéit- sili? irowerency; a three 
several meanings, ‘according toithe ‘objects with which 
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currency way be compared. Currency may be compared 
with commodities, In this case the value of currency is 
expressed by price, and is said to rise or fall as the prices 
of commodities fall and rise. Again, currency, actually 
in hand, may be compared with the same amount of cur- 
rency to be received upon a future day. “In this case, the 
value of currency is measured by the rate of interest, and 
is said to rise or fall-as the rate of interest falls or rises. 
Lastly, the currency of one country may be conipared 
with the currency of another country; in this case, the 
value ’of' currency is expressed by the rate of foreign ex- 
change, and is said: to rise or fall as a given amount of 
the currency of one country will purchase a greater or 
less amount of the currency of other countries. 

Regarding the variations in the value of the currency 
of any one country as compired with the currencies of 
other countries, three ‘things demand our attention; 
namely, the ‘causes in which such variations originate— 
the limits within which these causes operate—and the 
process through which after each disturbance the level 
is restored. a 

The immediate causes of a rise or -fall in’ the value of 
the currency of one country in relation to the currency 
of another, is a favourable or unfavourable balance of 
foreign payments. When England has a balance to 
receive from America, gold musi be transmitted from 
America to-England ; the transmission cannot he effected 
without cost; and ‘hence a merchant in New York, who 
has a debt of 100 ozs. of gold to discharge,:must give, in 
New York, 100 ozs. plus the cost of’ transmission for a 
bill of exchange for 100 ozs. payablein London. Gold in 
* New York is depreciated in relation to gold in London. 
The balance of payments might now turn against 
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London, and in favour of New York. In this case, gold 
in London would be depreciated in relation to gold in 
New York, as a London merchant might have to pay 
101 ozs. for a bill upon New York for 100 ozs. 

This explanation, however, does not go to the bottom 
of the subject. A favourable or an unfavourable balance 
of foreign payments causes an appreciation or a deprecia- 
tion of the currency of one country in relation to that of 
another ; but what causes the favourable or unfavourable 
balance? The cause of the cause will be found in the 
comparative scale of prices, which determines the pro- 
portions in which different countries demand the -pro- 
duetions of each other. When the prices of British — 
goods are such, that the quantities which can be.sold at 
those prices in the American market realize a sum 
equivalent to that which is realized by the quantity of 
American goods which the British consumers are willing 
to purchase at the prices at which the American pro- 
ducers can afford to sell them, the payments balance— 
no specie is transmitted—100 ounces of gold in either 
country purchases a bill for 100 ounces in the other—the 
currencies of the two countries are at par. It is obvious 
that the equilibrium must be disturbed by an alteration 
of prices upon either side. *If the prices of British goods 
should rise without a corresponding rise in the prices of 
American produce, the consumption of British goods in 
the markets of America would be diminished, and we 
should no longer be able to export, as we formerly had 
done, the quantity required to pay for our imports. 
Specie would now*he transmitted, and the ‘currency of 
England, as compared, not with British commodities, 
but with American currency, would be depreciated to 
the extent of the cost of the transmission of the metals. 
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A similar result would have been produced, had there 
been a fall of prices in America, while prices in England 
remained unchanged. Anda precisely analogous result 
would have been produced, but with the advantage on 
the side of England, had the comparative scale of prices 
been altered either by a rise in the prices of American 
produce (not being a raw material to be re-exported in a 
finished state), or by a fall in the cost of producing 
British goods. Thus we see, that while the currencies of 
different countries are constantly gravitating towards par, 
every alteration in the prices of the commodities which 
they interchange, tends to disturb the equilibrium, to in- 
terrupt the equalization of international debts and credits, 
and to lower the value of the currencies of the countries 
which have balances to pay, as compared with the eurren- 
cies of the countries which have balances to receive. 

Having considered the causes of the variations in the 
relative value of the money or currencies of different 
countries, it will be expedient to notice the limitations 
within which the operation of these causes ig confined. 
As the circulation of the commercial world consists of the 
precious metals, the cost of transmitting the metals 
must constitute the limit to the variation of value, 
in relation to each other, of currencies based upon the 
precious metals. The cost of transmitting the metals, 
and consequently the range of variation, increases with 
distance. The range of variation is inconsiderable as 
between London and Amsterdam, or Paris; more eon- 
siderable as between London and New York; and 
greater still between London and the East Indies, or 
China. And while variations in the yalue of the eurren- 
cles of different countries, in relation to each other, can 
never exceed the limit fixed by the cost of transmitting 
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the precious metals, they may be frequently prevented 
from reaching that limit through the operation of bills of 
exchange. If England had a balance to pay to America, 
and America a like balance to pay to France,” then, 
if there were no international transfer of credits, 
specie would be transmitted from England to America, 
and from America to France. But by means of the 
international transfer of credit, America liquidates 
the balance to France by the transmission of bills upon 
England ; and specie, instead of performing two voyages 
across the Atlantic, is transmitted from London to 
Paris. In this case the decline in the value of English 
currency, as compared with foreign currencies, is measured 
not by the cost of transmitting specie to America, but 
by the cost of transmitting it.to Paris. Had France 
owed a balance to England equal to that which England 
owed to America, and America to France, the whole of 
the international debts would have been cancelled by the 
transfer of the international credits—no cost on account of 
the transmission of the metals would have been incurred 
by any of the partics, and the currencies of the three 
eountries would have remained at par. 

In explaining the causes of the variations, in relation to 
each other, of the value of the currencies of different 
countries, we indicate the process though which, after each 
occasional disturbance, the level is restored. It has been 
already remarked that the term value, when applied to 
currencies, has different significations according to the 
objects with which currency is compared. As soon as the 
value of the eurrency has begun to fall, in relation to 
foreign currencies, it begins to rise in relation to domestic 
productions. The fall, in relation to foreign currencies, 
causes an exportation of the precious metals—the contrac- 
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tion occasioned by this exportation reduces prices—and a 
reduction of prices is the same thing as a rise in the value 
of the currency in relation to commodities. This rise in 
the value of the currency as compared with domestic com- 
modities, goes on until prices sink to the level at which 
exports balance imports, and the currency is restored 
to par. 

From what has now been said regarding the causes of 
the variable value, in relation to each other, of the cur- 
rencies of different countries, and the process through 
which these causes work out their own extinction, it will 
be apparent, that in a country in which the currency con- 
sists of coin, and of bank notes convertible on demand, 
the whole aggregate sum of the several media of exchange 
—coin, notes, deposits, cheques, and, bills of exchange— 
which it is possible permanently to maintain, can neither 
rise above nor fall below the amount which may be neces- 
sary to establish that scale of prices at which commerce 
is brought to a trade of barter, and international debts to 
reciprocal liquidation. This proposition is a necessary 
corollary, from the natural laws by which the precious 
metals are distributed throughout the commercial world. 
It may be regarded as the criterion principle of monetary 
science. It furnishes us with a simple and infallible test 

for detecting every ingredient @f fallacy, which enters into 
thie nostrums compounded by the busy coterie of currency 
doctors. We are spared the fatigue of examining, in detail, 
the wordy pamphlets, and ponderous volumes of monetary 
statistics, put forth by the misconceptionist school, because 
they may be refuted en masse, by simply tracing out, 
through the varying states of the market, the operation 
of the criterion principle,—that the only maintainable 
amount of the media of exchange, is that which is required 
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to bring prices to ‘the level at which exports balance 
imports. 


Illustration of the principle, that the aggregate amount of the 
media of exchange cannot be permanently raised above, or 
reduced below, the amount required to maintain, the 
scale of prices at which commerce resolves into barter, 
and international debts liquidate each other. 


As the aggregate media of exchange can neither exceed 
uor fall short of the amount required to maintain the 
scale of prices at which exports balance imports, it follows 
as a necessary consequence, that an increase or a diminn- 
tion in any one item of that aggregate, must cause an 
equivalent diminution of increase in some other item, 
Let us, for the sake of distinctness, endeavour to trace, 
by a reference to the actual changes which have recently 
occurred in the money market, the manner in which 
these varying proportions are induced. 

On the 4th of April, 1846, the state of the money 
market, as presented by the published return of the 
assets and liabilities of the Bank of England for the 
week ending upon that day was as follows :—In the 
Issue Department the bullion was, in round numbers, 
£.13,100,000, ‘and the circulation £.17,100,000; and in 
the Banking Department the deposits were £.24,800,000, 
the reserve £.7,900,000, and the private securities, indi- 
cating the extent of accommodation afforded to the public, 
was £.22,000,000. Now, as there had not been for many*® 
previous weeks any material alteration in the above.- . 
figures, the necessary inference is, that they represented 
in so far as the Bank of England was concerned, that 
aggregate amount of media of exchange which was re- 
aquired ta maintain the senale af prices at which. awnarte 
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balance imports. Now let us suppose, that, during this 
period of equilibrium the Bank Directors had thonght 
proper to reduce their private securities from £.20,000,000 
to £.15,000,000, by a diminution of discount to the 
amount of £.5,000,000. The effect of this would have 
been to reduce the aggregate amount of the media of 
exchange by £.5,000,000. The prices of public securities 
and of commodities would have fallen ; exports would 
have exceeded imports; and the exchanges would have 
turned in our favour until the influx of bullion had 
inereased the circulation by the amount of £.5,000,000, 
and supplied the deficiency in the aggregate media 
caused by the diminished amount of discount. 

Directly opposite effects would have been produced had 
the bank directors, under an impression that the reserve 
gf £.7,959,000 was too large a sum to keep unproductive 
in their coffers, reduced the rate of interest, with a view 
of inducing the public to apply for more ample accom- 
modation. To whatever extent the reduction of the rate 
of interest might have led the publie to enter into new 
engagements, and, consequently, to apply for discounts, 
from which they would haye abstained had the higher 
charge for the use of money been retained, to that ex- 
tent the reduction of the rate would have increased the . 
amount of the auxiliary money which forms so large a 
‘portion of the aggregate media of exchange in the hands 
of the public. If the increase in the auxiliary money had 
been £.5,000,000, then prices would have risen, imports 
would have exceeded exports, and bullion’ would have 
been withdrawn from the Bank in exchange for notes, 
until the circulation had been reduced by £.5,000,000, and 
the aggregate media of exchange brought back to the 
former amount. 
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Having traced the manner in which, under a stationary 
state of foreign trade, the aggregate volume of the medium 
of exchange conforms, after every casual disturbance, to 
the amount required to maintain prices at the barter 
seale, let us now consider the process through which that 
aggregate volume expands, or contracts, as an increased 
or diminished efficacy of industry gives au increased or 
diminished command of the precious metals. We again 
take, as our point of departure, the actual status of the 
bank of England on the 4th of April, 1846, when the 
bullion was, in round numbers, £.13,000,000, the circula- 
tion £.17,000,000, the reserve £.7,900,000, and the private 
securities, denoting the extent of the accommodation 
afforded to the public, £.22,000,000, In this sfate of the 
money market, we assume that the foreign exchanges 
are, as they were in April 1846, at par, and that prices 
have settled to a barter level. 

Such being the previous circumstances, let us assume 
that improvements are effected, increasing the efficacy of 
manufacturing industry in England, and enabling the pro- 
ducers of our principal staples to offer their fabrics at 
reduced prices. The monetary equilibrium which had 
previously existed is now disturbed; the export trade 
extends, unaccompanied, in the first instance, by a cor- 
responding increase of the import trade ; and considerable 
balances are remitted to us in the precious metals. As 
bullion accumulates in the issue department of the bank 
of England, the circulation expands. The increase ap- 
pears in the increased reserves of the several banking 
establishments. The bankers, unwilling to retain their 
increasing cash unprodactive in their coffers, purchase 
securities. The prices of securities rise, and the rate of 
interest falls. Merchants and dealers, who abstamed 
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from extending their transactions, and from applying for 
additional discount before the rate of interest was reduced, 
engage in operations not previously ‘contemplated, and 
apply to the banks for extended accommodation. There 
is increased activity throughout all the departments of 
trade. There is fall employment; wages rise; and the 
prices of all domestic commodities, save those respecting 
which the cost of production is reduced, are enhanced in 
price. 

The extent to which the process might go on, would 
depend upon the degree in which the efficacy of labour 
in the production of exportable commodities had been 
increased. After a period more or Jess protracted, the 
further influx of bullion would be arrested by two several 
causes. One portion of the increased wealth resulting 
from the improvement in industry would be expended in 
the purchase of increased quantities of foreign commodi- 
ties destined for immediate consumption ; while another 
portion, accumulated as capital, would be employed in 
the purchase of foreign securities, yielding a rate of in- 
terest higher than that obtainable at home. Thus foreign 
countries would be enabled to pay for their increased 
quantity of British goods partly by an inereased 
export of commodities, and partly by tendering them- 
selves tributary to England, by a sale of their permanent 
securities. When the rise of prices, and the fall in the 
rate of interest in England allowed the international 
accounts to be thus balanced, bullion would cease to be 
transmitted, and the aggregate volume of the media of 
exchange would settle at the amount required to keep 
prices at a barter level. But it is to be observed that 
this aggregate volume would’ be larger, and that this 
barter level would be higher, than those which had ob- 
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tained before the improvement in the efficacy of labour 
had been effected. The enlargement of the volume, and 
the elevation of the level, would be determined by the 
degree in which the efficacy of industry might have ‘heen 
increased. For the sake of distinct comparison, we will 
assume that the improvement in industry, and the conse- 
quent alteration in prices, took place when the bullion 
was £.13,000,000, and the circulation £.27,000,000, as 
on the 4th of April, 1846; and that the equilibrium is 
restored when the bullion has increased to £.22,000,000, 
and the circulation to £.36,000,000. Now, were we to 
admit (the admission, it is confessed, would be a large 
one) that the Bank could exercise sufficient wisdom to 
maintain, during a period of excitement such as has been 
supposed, that proportion between their liabilities and 
their reserve which obtained on the 4th of April, 1846, 
then, on the establishment of the higher monetary level 
which the assumed improvement in industry would now 
enable the country to maintain, the increase in the ¢ireu- 
lation from £.27,000,000 to £.36,000,000, or 33 per cent. 
might be expected to increase the private deposits in the 
Bank of England from £.16,700,000 to £.22,200,000, and 
the reserve from £.7,900,000 to £.10,500,000. 

It is. evident that no banking operation could have 
any permanent effect in preventing the expansion of the 
media of exchange to the full amount demanded by the 
increased efficacy of industry. Hf, under the cireum- 
stances supposed, the Bank Directors had chosen to 
increase their reserve beyond its previous proportion to 
their liabilities, the locking up in their coffers of the 
larger portion of notes would have checked the rise of 
prices, and have prolonged the influx of bullion, until the 
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withholding of the proportionate supply of banking ac- 
commodation had been balanced by the increased amount 
of circulation in the hands of the public. On the other 
hand, had the Directors chosen to reduce their reserve 
below its previous amount, the increased circulation thus 
placed at the disposal of other parties would have accele- 
rated the rise of prices, checked the influx of bullion, and 
limited the issue of notes by an amount equal to that 
supplied from the reserve of the banking department, 
In whatever way the question may be viewed, it will be 
found that when the currency is based upon a metallic 
standard, the aggregate amount of the media of exchange 
which the efficacy of its industry may enable a country to 
maintain, cannot be permanently increased or diminished 
by banking operations. 

The foregoing illustrations are derived from an assumed 
inerease in the efficacy of industry; the following con- 
elusions are deduced from an actual decrease in the effi- 
cacy of industry in its most important department. The 
failure of the potatoe plant—hitherto the staple food of 
one-third of the population of the United Kingdom— 
presents the most sudden and the most extensive de- 
_ terioration in the efficacy of industry which has occurred 
in modern times. That the aggregate volume of the 
media of exchange should collapse under such a calamity 
was an inevitable event, 

From July 1845 to July ,1846 the bullion in the 
Issue Department of the Bank of England was about 
£.15,000,000, and the circulation 29,000,000. On the 
4th July, 1846, the state of the Banking Department 
was as follows :— 
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LIABILITIES, ASSETS, 
Capital . £.14,553,000 | Publie Securi- 
Rest - . 3,424,178] ties . . £.12,987:149 
Public Deposits 7,794,200 | Private Ditto 18,145,319 





Private Ditto 14,402,460 | Notes . . . 9,303,090 
Seven Days’ Bills 887,364 | Coin . . . 625,651 
£.41,061,202 £.41,061,202 








On the 15th May, 1847, the bullion in the Issue Depart- 
ment was £.8,900,000, and the circulation £.22,900,000, 
while the state of the Banking Department stood thus :— 





LIABILITIES, ASSETS. 
Capital . £.14,553,000 | Public Securi- 
Rest . . . 3,450,852 ties . . £.10,549,108 
Public Deposits 4,319,785 | Private Ditto 16,662,435 
Private Ditto 8,751,171 | Notes . . . '8,793,330 
Seven Days’ Bills 824,017 | Coin. . . . 902,453 
£.31,907,326 £.31,907,326 








Thus we see that a dtdin of bullion, to the extent of 
£.6,100,000, reduced both the liabilities and the assets of 
the banking department by £.9,133,876, and diminished 
the sum of deposits payable on demand, and private 
securities representing the credit granted to the public, 
from £.40,341,699 to £.30,609,000. The aggregate 
amount of the media of exchange, in so far as it may 
have been accurately represented by the deposits and 
private securities in the banking departmeht-of the Bank 
of England, suffered a contraction of nearly 25 per cent. 
under a drain of bullion to the extent of £.6,100,000. 

B 
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The causes of the drain, and of the consequent con- 
traction, were the increase of imports required by’ the 
failure of the potatoe plant in Ireland, and the diminution 
of exports resulting from the diminished supply of the 
raw material of our most important manufacture. Should 
these causes continue in operation, a further drain and a 
further contraction, will inevitably ensue ; and the further 
contraction must inevitably cause a pressure upon the 
money market, a decline in the value of securities, and a 
limitation of commercial credit more aggravated than 
those which now exist. 

The opponents of the Act of 1844 contend that these 
aggravated evils might be avoided, were the Bank of 
England permitted, as formerly, tokeep up an undiminished 

‘circulation during the efflux of bullion, They urge, in sup- 
port of this opinion, that the quiescent state of theexchanges 
from the passing of the Act of 1844 to the close of 1846, 
proves that during that period the currency was not re- 
dundant ; that no redundancy was created by an increase 
of bank notes ; that the subsequent drain of bullion was 
therefore caused not by any excess in the amount or 
diminution in the value of the currency; but by the heavy 
payments we were compelled to make on account of 
foreign corn; that we cannot create by cheapness new 
markets for our goods ; and that, should the continuance 
of the irresistible demand for food compel us to purchase 
it by further payments in specie, it would be absolutely 
Tuinous to restrict the accommodation to trade by con- 
tracting the circulation within the arbitrary limits 
prescribed by the Act of 1844, 

The first proposition comprised in the above objection 
is unquestionably correet—while the exchanges were 
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But when the objectors proceed to infer, that redundancy 
was not subsequently induced, because the circulation was 
not increased, they fall into one of those extraordinary 
misconceptions regarding the elementary principles of 
monetary scienée which pervade and vitiate the whole of 
their reasonings. The eurrency may be rendered redun- 
dant by two several causes; namely, by an increase in the 
amount of the circulation, while the quantity of commo- 
dities remains the same; and by a diminution in the 
quantity of commodities while the amount of the circula- 
tion remains the same. The failure of the potatoe crop 
in Ireland, and of the cotton crop in America, raised the 
prices of the leading articles of consumption; and this 
rise of prices was the same thing as a fall in the value of 
the currency in relation to conmodities. Again, the rise 
in prices, and the fall in the value of money in the British 
market, rendered it more advantageous to pay for 
American provisions by the transmission of specie, than 
by the transmission of goods; and as soon as the trans- 
mission of specie commenced, the value of any given 
quantity of gold in the British market became of less 
value, by the cost of carriage, than the same quantity of 
gold in the American tharket. - Thus we see that the di- 
minution in the quantity of vendable commodities caused 
by the failure of the potatoe crop had the same identical 
effect in lowering the value of the currency, as well in 
relation to commodities as in relation to foreign currency, 
which would have been produced had the amount of the 
circulation been increased while the quantity of commo- 
dities remained undiminished. It is searcely necessary to 
repeat that the currency becomes redundant when its value 
is reduced both in relation to commodities and to foreign 
currencies. 
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The conclusions which the objectors to the act of 1844 
deduce from their original error are necessarily erroneous. 
If we should be compelled to continue our large importa- 
tions of food, there must be a further efflux of bullion 
from the Bank; and if our metallic standard is to be 
maintained, the farther efflux of bullion must further 
contract the circulation, enhance the value of money, and 
lower the prices of securities and of goods, until the 
increasing cheapness shall have created such an extended 
demand for our commodities in foreign markets, as may 
enable us to pay for our imported provisions by a trans- 
mission of goods instead of by a further transmission 
of specie. 

The contraction of commercial credit, and the depres- 
sion of trade, coincident with this process, would be occa- 
sioned, not. by any arbitrary restriction on the issue of 
bank notes imposed by the Act of 1844, but by those 
necessary laws of equilibrium, over which neither Govern- 
ment regulations nor banking operations can exercise 
any permanent controul. Should there be a further 
drain of bullion, the commercial pressure consequent 
thereon, instead of being mitigated would be increased a 
hundred fold, by a relaxation of the provisions of the act. 
Let us suppose that a continued importation of food 
reduces the bullion in the Bank-from £.9,000,000 to 
£.4,000,000, and that the legislature is prevailed upon to 
authorise the Bank to maintain an undiminished circula- 
tion by issuing £.5,000,000 of notes to replace the 
£.5,000,000 returned in exchange for gold. For a brief 
period the contraction of commercial credit and the fall 
of prices would be prevented. Bat if prices did not fall, 
it would continue to be more advantageous to pay for our 
extraordinary imports of provisions by the transmission of 
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specie, than by the transmission of goods. Before prices 
could« be brought -down to the level at: which exports 
balanced imports, the continued efflux of bullion would 
have emptied the coffers of the bank. The stoppage of 
the Bank of England, the total suspension of commercial 
credit, and an universal panic, would be the inevitable 
results of the abortive attempt to maintain the circulation 
ata higher level than that at which international debts 
balance each other. 


On the Operation of the Act of 1844. 


The Act 7 and 8 Vic. c. 32, provided that the Bank of 
England should be divided into two separate depart- 
ments ; one exclusively confined to the issue and circula- 
tion of notes, and the other to the management of banking 
business, properly so called ; that the amount of promis- 
sory notes payable to bearer on demand, uttered upon 
securities by the issue department of the Bank of England, 
should be limited to £.14,000,000; that the amount of 
such promissory notes, uttered upon securities by the 
provincial banks throughout England and Wales, should 
be limited to £:8,000,000; and that the excess of cireu- 
lation over-and above these fixed amounts should be 
uttered against coin and bullion held in deposit by the 
issuing banks. 

The misapprehensions which prevail regarding the 
operation of these provisions are so extraordinary that it 
becomes necessary to show what.it is that-the Ast'does 
not effect; as well as to! explain what it is that: it does 
effect. a 

- In the first place, the Act of 1844 does not, and cannot, 
effect any permanent limitation or contraction in the. 


22 


amount of the circulation. The amount of circulating 
medium whieh the country can command is determined 
by causes over which neither acts of parliament norbank- 
ing regulations can exercise any permanent controul. 
Whatever may be the amount of circulation—whether 
£.15,000,000, £.20,000,000, or £.30,000,000—which. may 
be required to keep our currency at par with foreign 
currencies, that amount, neither less nor more, will be 
retained:in the channels of trade. If we assume that 
£.22,000,000 is the amount of Bank of England notes 
required t6 keep the currency at par with foreign cur- 
rencies, the action of the foreign exchanges will secure 
that amount, whatever may be the proportion between 
the amount of the securities and the amount of the bul- 
lion upon which it may be issued. If the amount of notes 
issued upon securities were limited to £.7,000,000 instead 
of £.14,000,000, the amount issued upon bullion would 
be increased from £.14,000,000 to £.21,000,000. And if, 
while the aggregate amount of notes required to keep the 
currency at par with foreign currencies continued -to be 
£ 22,000,000, a relaxation of the Act of 1844 should 
extend the issue upon securities to £.20,000,000, this 
extension of the issue upon securities would necessarily 
reduce the issue upon bullion to £.2,000,000. Those 
who contend that the Act of 1844 can have any permanent 
‘effect whatever in contracting the circulation, or limiting 
commercial accommodation, betray an utter ignorance of 
the principles‘according to which the precious metals are 
distributed throughout the commercial world. 
Again-—the Act of 1844 does not interfere with, and 
was never intended to interfere with, the banking depart- 
ment of the Bank of England, in the conduct of its bank- 
ing business, It placed the banking department on the 
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footing of a private bank of deposit and discount... It did 
not pretend to give the bank directors lessons on the 
rules of legitimate banking. It gave them credit ‘for so- 
much discretion as might enable them to conduct their | 
business upon the principles to which every prudent pri- 
vate banker finds it indispensably necessary to conform. 
A private banker may mismanage his affairs by over- 
trading, and by increasing his liabilities beyond their 
proper ratio to his reserve; and this mismanagement of 
that portion of the circulation, which the extent of his 
business may enable him to command, will have some 
effect in deranging the money market. In like manner, 
the directors of ihe Bank of England may mismanage 
their affairs by discounting too largely at one period, and 
by placing themselves under the necessity of recruiting 
their reserve by refusing accommodation at another; and 
this mismanagement of the very large portion of the cir- 
culation commanded by the Bank of England may create 
a derangement of the money market, strictly analogous 
in kind, but beyond comparison greater in degree, than 
the derangement which could result from the mismanage- 
ment of the comparatively unimportant portion of the 
circulation commanded by a private banker. No one 
appears to have fallen into the extraordinary misconcep- 
tion of objecting to the Act of 1844 on the ground that it - 
does not interfere with the banking business of a private 
banker. Yet a misconception quite as extraordinary is 
involved in the objection, that the Act does not regulate 
the banking business of the banking department of, the 
Bank of England. 

Having disposed of these misconceptions regarding the 
operation of the Act of 1844, let us proceed to consider 
what it was that that Act was intended to do, and what it 
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- When the currency consists of coin, and of bank. ndtes 
convertible on demand, banks of issue cannot effect any 
permanent expansion or contraction of the circulation 
above or below the amount required to maintain the 
currency at par with foreign eurrencies. But although 
banks of issue have no ‘permanent power over the 
amount of the circulation, yet they have, for periods 
more or less limited, the power of forcing it above or 
depressing it below the level to which the action of the 
exchanges must ultimately foree it to conform. ‘The 
conduct of the Bank of England supplies practical 
illustrations of the effectual exercise of the temporary 
power of undue expansion possessed by banks of 
issue. 

In the latter months of the year 1838, the money 
market was in a state of quiescence, the bullion in the 
Bank of England standing steadily at £.9,900,000, and 
the circulation at £.17,800,000. This state of things 
necessarily indicated that the currency was at par with 
foreign currencies ; for, if the value of the currency, in 
relation to foreign currencies, had. been either above or 
below par, bullion would have either flowed into, or out of, 
the coffers of the bank. In J: anuary 1839, however, the ex- 
changes turned against us; and by the 22nd of that month 
the bullion in the bank was reduced from £.9,500,000 to 
£.7,800,000. This was a certain indication that the 
seale of prices at which international debts liquidate each 
other had been disturbed.to our disadvantage, and that 
this disturbance had lowered the value of our currency in 
relation to foreign currencies ; for, if a given quantity of 
gold in the home market had not been of less value than 
the same quantity of gold in the foreign market, bullion 
would not have been withdrawn from the bank for ex- 
portation. Now what, under these circumstances, was 
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the conduct of the Bank of England? Did the directors 
of that establishment resort to the only means—a con- 
trattion of the circulation—by which, when the value of 
the currency is lowered in relation to foreign currencies, 
it can be restored to par? Quite the contrary. From 
the 6th of November, 1838, to the 6th of August, 1839, 
the bank directors, in the face of an adverse exchange 
which ‘reduced their bullion from £.9,500,000 to 
£.2,400,000, increased their circulation from £.17,800,000 
to £.18,400,000; while, monstrous as it may appear, 
they increased their securities from £.19,000,000 to: 
£.27,000,000. By these proceedings, the best excuse 
for which would have been a plea of insanity, the bank 
directors succeeded, during a period of eight months, in 
giving to the circulation a forced and artificial expansion. 
In doing so, they perilled their establishment. Their 
liabilities, consisting of £.18,400,000 of circulation, and 
£.7,700,000 of deposits, amounted, on the 6th of August, 
to £.26,000,000 ; while their reserve of bullion for meet- 
ing the whole of their liabilities was only £.2,400,000. 
They were on the verge of insolvency. Had they not 
obtained a loan of two millions of bullion from France, 
the donvertibility of the circulation could not have been 
maintained. 

While the stability of the Bank of England was thus 
perilled, it was not to be expected that the provincial 
banks of issue should have been preserved from danger. 
The conductors of those establishments boldly avowed 
their utter disregard of the first principles of monetary 
science. Mr.Stuckey, the head of the banks of Somerset, 
distinctly stated, in his evidence before the Parliamentary 
Committee, that the issue of the country bankers de- 
pended upon the state of agriculture; that when the 
landed interect was in a comfortable state. their issues 
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were increased ; and that the circulation was not altered 
by the foreign exchanges, By acting upon these erro- 
neous principles, the provincial banks of issue co-operated 
with the Bank of England in keeping the circulation, for 
a limited period, in excess of the amount required to 
adjust the currency to the par of: exchange level... The 
panic of 1825, the subsequent stoppage of innumerable 
provincial banks, and the all but stoppage of the Bank of 
England in 1839, were so many practical . demonstrations 
that the country could not be secured against the suspen- 
sion of cash payments, so long as the banks of issue ex- 
ercised the dangerous, though temporary, power of keep- 
ing up an undiminished circulation during an adverse 
exchange. 

Now, the main object of the Act of 1844 was to secure 
the convertibility of the bank note, by depriving the 
Bank of England, as well as the issuing banks through- 
out England and Wales, of this dangerous power. The 
means devised for the attainment of this end were, as 
already stated, to limit the amount of circulation which 
the Bank of England might issue upon securities, to 
£.14,000,000; to limit the amount to be issued upon 
securities by the provincial banks throughout England 
and Wales to £.8,000,000 ; and to leave the further por- 
tions of the circulation which might be issued upon 
bullion, to’ expand or contract as bullion should flow into 
or out of the coffers of the issuing banks. These provi- 
sions of the Act: have accomplished this- object, ‘in the 
most effectual manner. A reference to the weekly 
returns, published in the London Gazette, will show that 
from September 1844, the period at which the Act came 
into operation, until the present time, the notes uttered 
by the issue department of the bank, over and above 
the fixed amount of £.14,000,000 uttered upon securities, 
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have been increased or.diminished in exact proportion to 
the increase or diminution in the amount of the bullion. 
As far as the issue department of the Bank of England 
is concerned, the object of the Act of 1844 has been fully 
accomplished. 

Although the provisions of the Act of 1844 do not 
interfere directly with the banking business, either of 
the Bank of England or of any other private bank, yet 
they exercise indirectly an important influence over 
purely banking transactions. We have already seen, 
that between currency-—consisting of coin and bank. notes 
payable on demand,—and auxiliary money—eonsisting 
of deposits, cheques, book credits, and bills of exchange,— 
there exists the broadly-marked distinction that the 
former is, while the latter is not, the instrument by which 
transactions are finally closed. A banker who receives 
deposits, grants discounts, and opens credits, can neither 
honour the cheques presented for payment, nor adjust 
his balances with other bankers, unless he retain in his 
coffers a sufficient reserve in coin or notes. It is gene- 
rally supposed that the reserve retained by prudent 
bankers amounts to about ‘one-third of their liabilities. 
Assuming .this-to be.the ordinary proportion, a banker 
who.has.£.300,000 deposited with him by his customers, 
may advance loans upon short securities, to the amount 
of £.200,000, under the confidence that the remaining 
£.100,000 will be sufficient to meet whatever calls his 
depositors are likely to make upon him before his 
securities fall due. Now such being the course of business 
by which banks of deposit and discount realize their 
profit, it must be apparent, on a moment’s consideration, 
that every increase in the amount of the,circulation must 
increase the amount of notes in the coffers of the banks, 
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and enable these establishments to increase their accom- 
modation to the public, by about three-fold the amount 
of their inereased reserves. When the banks of issue 
increased their circulation in the face of an adverse ex- 
change, the over-trading in currency caused @ correspond- 
ing over-trading in all the forms of auxiliary money. of 
which currency forms the basis. The aggregate amount of 
the media of exchange was increased not only by an undue 
amount of circulation properly so called, but by an undue 
amount of discounts and credits. Now, it has been already 
abundantly shown, that the aggregate volume of the media 
of exchange cannot be permanently maintained above the 
amount required to keep the currency at par with foreign 
currencies. Calamitous revulsions are the necessary re- 
sults of an undue expansion of the media of exchange, 
caused by the overtrading of banks of deposit and dis- 
count; and such overtrading, in so far as it resulted from 
an excess of circulation over and above the amount deter- 
mined by the action of the foreign exchanges, has been 
effectually corrected by the Act of 1844, 

The practical working of that provision of the Act by 
which the Bank of England was divided into‘a department 
of issue and a department of banking, properly so called, 
remains to be explained. 

Before the separation of fanctions, ‘the bullion in the 
coffers of the bank was applicable alike to the payment of 
notes and to the payment of deposits. Since the separa- 
tion, the bullion against which notes are issued is held by 
the issue department, for the sole purpose of securing the 
convertibility of the note circulation ; while the banking 
department is compelled to provide for the payment of its 
deposits by keeping, like any other non-issuing bank, a 
reserve in coins and notes, bearing some proportion to its 
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liabilities, Thus by the separation of functions, the Bank 
is made to hold two reserves instead of one—a reserve 
in Bullion for providing for the liabilities consisting of 
notes, and another reserve in coin and notes, for providing 
for the liabilities consisting of deposits. This gives to the 
public a double security. The great importance of this 
double security will be perceived on a reference to the 
bank returns published before, and subsequent to, the 
separation of functions. Let us select for comparison the 
periods of the highest and lowest amounts of bullion in 
1839 ; and the periods of the highest and lowest amounts 
of bullion subsequent to the Act of 1844. 

On the 22nd of January, 1839, before the separation of 
functions, the circulation of the Bank of England was 
£.19,300,000, and the deposits £.9,800,000; and to meet 
these liabilities, amounting to £.29,100,000, the reserve of 
bullion..was £.7,800,000. On the 2lst of June, 1844, 
after the-separation of functions, the notes constituting 
the liabilities of the issue department amounted to 
$.30,000,000, and the reserve of bullion for meeting these 
liabilities amounted to £.16,000,000, On the same day, 
the liabilities of the banking department, consisting of 
deposits and seven days’ bills, amounted to £.18,100, 000; 
while the reserve, in coin and bank notes, applicable to 
meet their liabilities, amounted to £.10,400,000. Thus the 
aggregate liabilities of the two departments in June 1844, 
were £.48,100,000, and” the aggregate reserves were 
£.26,400,000, while, in January 1889, previous to the 
separation, the single reserve of bullion applicable to the 
aggtegate liabilities, amounting to £.29,100,000, was only 
£.7,800,000. 

Again, on the 17th of April, 1847, being the period of 
the greatest depression subsequent to the separation of 
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functions, the liabilities of the issue department consisted 
of notes, amounting to £.22,800,000, while the reserve of 
bullion, solely applicable to the meeting of these liabilities, 
was £.9,000,000; and the liabilities of the banking de- 
partment, consisting of deposits and seven days’ bills, were 
‘£.13,900,000, while the reserve, in com “and notes, was 
£.3,000,000, the aggregate liabilities of the two depart- 
ments being £.36,700,000, and the aggregate reserves 
£.12,000,000. But, on the 6th of August, 1839, the 
lowest period of depression which had occurred subse- 
quent to the panic of 18265, the sole reserve applicable 
to the aggregate liabilities of circulation and deposits, 
amounting to £.26,100,000, was £.2,400,000 of bullion. 
It is difficult to conceive how the misconceptionists can 
contend, in the face of these facts, that the separation of 
functions has had an injurious influence either upon the 
general stability of the bank, or upon the capacity of 
either department to provide for its appropriate liabilities. 
Their argument is, that in the event of an unusual pres- 
sure on its deposits, the banking department may becorfie 
insolvent, while the issue ‘department holds an ample 
reserve of £.10,000,000 in coin and bullion. Now, although 
the recent conduct of the Bank Directors might suggest 
an apprehension that they may, sometime or other, so mis- 
manage their affairs as to be unable to meet the demands 
of their depositors, it is yet somewhat extraordinary that 
those who are opposed to the’ Act of 1844, should base 
their opposition to that measure upon the ground, that 
the directors of the Bank of England cannot be safely 
trusted with the management of their own banking 
business. The argument of the misconceptionists when 
fairly interpreted amounts to this:—The directors of the 
Bank of England are likely to render the banking depart- 
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ment insolvent, and it was therefore unwise to deprive 
them ‘of the power of endangering the solvency of the 
department of issue. 

The extraordinary misconceptions which prevail re- 
garding the Act of 1844, appear to originate in a failure to 
recognise the fact, that the effect of that measure has been 
to divide the Bank of England into two distinct establish- 
ments. Every objection which has been urged against 
the practical working of that measure involves the assump- 
tion, that the separation of functions is a mere arrange~ 
ment of book-keeping, by which the aggregate assets and 
liabilities are arbitrarily classed under different heads. 
This assumption is directly contrary to fact. The assets 
and liabilities of the banking department are as entirely 
disconnected with, and independent of the assets and 
liabilities of the department of issue as are the assets 
and liabilities of a private metropolitan or provincial 
bank. The directors of the Bank of England,’ while 
acting as managers of the circulation, are Parlia- 
mentary commissioners, having no connection with any 
banking business; and while acting as managers of their 
joint-stock Bank, they are bankers properly so called, 
haying no more concern with the regulation of the cireu- 
lation than any other bankers in or out of London. The 
circumstance, that the regulation of the circulation and 
‘the management of the joint-stock banks have been en- 
trusted to the same individuals, cannot alter the real facts 
of the case, although it may prevent the absolute and 
total separation of functions from being distinctly seen. 
To obtain an accurate knowledge of the-practical working 
of the Act of 1844, and to silence the various objections 
which have been urged against that measure, it is only 
necessary that we shoukl keep steadily in view, that the 
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Bank of England has virtually ceased to be a bank of 
issue, and has become a joint-stock bank of deposit and 
discount, and nothing more. Let us therefore proceed to 
examine some of the leading objections which have been 
urged against the Act of 1844, under the supposition—a 
supposition, be it remembered, strictly conformable to 
fact—that the directors of the Bank of England, in so 
far as relates to their banking business, have no more 
concern with the regulation of the circulation than have 
their next-door neighbours, the directors of the London 
and Westminster Joint-Stock Bank, 

Let us suppose that the issue department of the Bank of 
England is abolished; that the regulation of the circulation 
is vested in a Board of Commissioners, having their office of 
business at the Mint; and that the commissioners issue, 
under the authority of Parliament, £.14,000,000 of mint 
notes upon the security of government, and £.10,000,000 
upon bullion; and that while they keep their issues upon 
government security, at an unvarying amount, they in- 
crease. the issues upon bullion as notes are demanded in 
exchange for treasure, and reduce their issues as treasure 
is demanded in exchange for notes. 

Now, this arrangement would not in any way whatever 
affect the purport and object of the Act of 1844, It 
would leave the banking department of the Bank of 
England upon the self-same footing upon which it was 
Placed by the provisions of that Act. The only real 
alteration would be a change of locality and a change of 
names, in relation to what is now denominated the de- 
partment of issue. Nevertheless, the change of locality 
and of names would have the important practical effect of 
dissolving those habitual and inveterate associations which 
perpetuate the illusion, that the regulation of the eurrency 
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continues to be identified with the business of banking, 
and which prevents not the public only, but the Bank 
Directors themselves, from acquiring a distinct perception 
of what it is that the separation of functions has actually 
effected. Under the assumed arrangement it would be 
impossible for the most inattentive observer to fall into 
the misapprehension, that the separation of functions was 
a mere arrangement of book-keeping, by which the assets 
and liabilities of one and the same establishment were 
arbitrarily classed under different heads. Were the regu- 
lation of the circulation transferred to the Mint, it would 
be impossible for the most obtuse misconceptionist’ to 
imagine that the Mint notes issued to the Bank of 
England, and held in its coffers to meet the demand of its 
depositors continued to remain in the possession of the 
Mint Commissioners. It would be seen by all who were 
not wilfully blind, that that portion of the circulation 
which is held by the Bank of England is in the hands of 
the public precisely in the same way as are those portions 
of the circulation which are held by all the other banks 
throughout the kingdom. 

Again, —the alteration of locality and of names 
would render it apparent that the Bank of England, di- 
vested of all interference with the circulation, and having 
no conceivable claim upon the reserve of treasure in the 
issue department of the Mint, was simply a bank of 
deposit and discount, differing from other banks of dis- 
count and deposit in no particular, save that of possessing 
alarger amount of capital. But this is not all. The 
perception that it is the possession of a large amount 
of capital which constitutes the distinguishing difference 
between the Bank of England and ordinary banks, 
would bring out into more prominent relief the ab- 
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surdity of the objection, that on the occurrence of a 
drain of bullion, the Bank Directors might not be 
able to maintain a sufficient reserve to meet the demands 
of their depositors without the aid of the reserve of bullion 
appropriated to the maintenance of the convertibility of 
the circulation. The capital of the Bank of England 
applicable’ to banking purposes is, in round numbers, 
£.14,500,000; and the further capital placed at its dis- 
posal by depositors may be estimated, on the average, at 
about £.16,000,000. Now, the objection to the Act of 
1844, which the misconceptionists advance as their cheval 
de bataille is, that ‘the Bank, while wielding the enormous 
capital of £.30,000,000, is placed in jeopardy from its 
inability to maintain a due proportion between its reserve 
and its liabilities. But, dissolve the association between 
banking and issue, and objections based upon the as- 
sumption that the Bank of England with a capital of 
£.30,000,000 must be weaker than an ordinary bank with 
a capital of £.300,000, would excite a smile. Inveterate 
misconceptionists might still contend, that the variations 
in the deposits of the Bank of England are great and 
sudden ; that it has constantly to supply vast masses of 
capital, without its being possible to foresee such calls; 
that if gold is wanted for exportation it is drawn from the 
deposits of the bank ; that in the course of a single week 
in April their deposits were diminished by a million and 
a quarter; that the large advances which must be 
made to government are another cause of exhaustion; 
that the extent and suddenness of these demands were 
most trying to the united strength of the old establishment ; 
and that the separation of functions, by depriving the 
Directors of the power of paying their depositors by 
drawing upon the reserve of bullion in the issue depart- 
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ment of the Mint, has so weakened their hands, that 
when they find their reserve sinking to ‘such a point 
as three millions, they are compelled to save them- 
selves from actual insolvency by a rapid and convulsive 
contraction of commercial accommodation. But although 
incorrigible misconceptionists might continue to hold this 
language, its only effect would be to reiterate the enun- 
ciation of the facts, that the Bank of England has been 
rendered an ordinary bank of deposit and discount, and 
that it has become the imperative duty of its Directors to 
conform to the ordinary rules of good banking, without 
a serupulous adherence to which, the stability of no 
bauking establishment can be secured. 

By the provisions of the Act of 1844, the banking busi- 
ness of the Bank of England is as effectually disconnected 
with the department of issue as if the regulation of the 
circuJation had been vested in a board of commissioners 
sitting at the Mint. When this absolute and total sepa- 
ration is kept steadily in view, the objection, that the 
bank, while commanding a capital of thirty millions, must 
be liable to have its reserve exhausted by unexpected 
drafts upon its deposits, unless permitted to resort for aid 
to the bullion appropriated to maintain the convertability 
of the circulation, is seen to be a pure absurdity. Ifthe 
deposits of the Bank of England are, in proportion to 
their amount, more liable to be suddenly and heavily 
drawn upon than the deposits of other banking establish- 
ments, the appropriate aid—the effectual remedy—is, for 
the bank directors to keep a larger reserve in proportion 
to their liabilities than that which other bankers find it 
necessary to maintain. Ifa reserve equal to one-third of 
their liabilities be a safe proportion for private bankers, 
it may, perhaps, be necessary, when a heavy drain of 
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bullion has set in, that the reserve maintained by the 
directors of the Bank of England should amount to some- 
thing more than a third of their liabilities. But, what- 
ever may be the safe proportion between reserve and 
liabilities, the maintenance of that proportion is all that is 
necessary to secure the stability of the bank, and to avert 
a recurrence of the revulsions and panies which are brought 
on by a sudden suspension of commercial accommo- 
dation. 

On the 22nd of last May, the liabilities of the bank, 
consisting of deposits and seven days’ bills, amounted to 
£.15,228,000, and its reserve of notes and coin to 
£.5,168,000 This, under the then state of the money 
market, was a safe proportion, and one which would have 
enabled the bank directors to meet ‘a considerable and 
unexpected demand upon their deposits, without resort- 
ing to any abrupt and alarming refusal of commercial 
accommodation. 

Let us suppose that, in the following week, the sudden 
oceurrence of an adverse exchange had caused their de- 
posits to be drawn upon té the amount $f £.1 ;000,000. This 
would, in round numbers, have reduced their liabilities 
from £.15,000,000 to £.14,000,000, and their reserve from 
£.5,000,000 to £.4,000,000; and would have rendered it 
expedient, in order to restore the safe proportion of 1 to 
3, that the reserve should be increased by a cautious 
and gradual sale of securities to the amount of £.666,000. 
The status of the bank would now have been—liabilities, 
£.14,000,000 ; reserve, £.4,666,000 ; and securities, 
£.27,333,000. The proportion of the reserve to the 
liabilities would have been the same as before; the power 
of the directors to provide for their r engagements would, 
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have been no further limitation of commercial accommoda- 
tion, save that which would have been the inevitable result 
of a diminished power of production, and of a consequent 
inability to maintain the same amount of earngney: as 
before. 

The threatened recurrence of the failure of the potatoe 
renders it not improbable that another scrious diminution 
in our agricultural produce may again reduce the value 
of the currency, as well in relation to domestic commodities 
as to foreign currencies, and occasion another inevitable 
drain of bullion and contraction of the circulation. Should 
this aggravated pressure on the industrial resources of the 
country unfortunately occur, will the directors of the Bank 

of England, learning’ wisdom from the past, ‘mitigate its 
severity by cautiously and gradually reducing their'secu- 
rities to recruit their reserve, or will they, unteachable by 
experience, re-act the tragedy of last April, and heighten 
pressure into panie by reducing their reserve, until an 
abrupt suspension of commercial credit must be resorted 
to, in order to avert the insolvency of their establishment? 
This is a question of which it is incumbent upon the pro- 
prietors of bank stock to obtain a satisfactory ‘solution. 
Should they continue to “re-elect directors incapable of 
conducting the business of a bank of deposit and discount, 
what will be the probabilities of their obtaining, in 1854, 
a further renewal of their charter? 

It may be expedient to notice, in conclusion, some of 
the measures, the adoption of which has been recently 
urged upon Government, with the view of mitigating the 
existing pressure on the money market, through a relax- 
ation of the provisions of the Act of 1844. 

It has been proposed to increase the circulation by 
allowing the issue department of the bank to advance 


38 


£.16,000,000 instead of £.14,000,000 upon securities, The 
adoption of this measure might increase the profits of 
the bank, by the amount of interest obtained upon the 
£.2,000,000 of additional securities, As 4 means of in- 
creasing the circulation, it would be utterly abortive. The 
amount of the media of exchange which can be maintained 
under any given state of the nationalindustry, is determined 
by immutable laws. As the additional two millions of notes 
were issued upon securities, other two millions would be 
returned in exchange for bullion for exportation. Fora 
brief period the currency would be in excess, and the 
exchanges adverse; and when the equilibrium was re- 
stored, the only result of the relaxation of the Act would 
be an increased issue upon securities, and a duninished 
issue upon bullion, to the amount. of £.2,000,000. 

The Glasgow Chamber of Commerce have petitioned 
for the repeal of the existing laws for regulating the issue 
of bank notes, and also for the issue of one pound notes 
by the Bank of England. Were the prayer of the 
petitioners granted to-morrow, their main’ object—that 
of an extension of the cireulation—could not by possibility 
be thereby attained. For every one pound note issued 
by the Bank of England’a sovereign would be exported, 
After a brief interval of delusiye excitement, the agere- 
gate amount of the media of exchange—the extent ofthe 
‘facilities afforded to industry and commerce by discounts 
and eredits—would remain exactly as before. But 
although the desired expansion of the currency would be 
altogether unattainable, yet some advantage would be 
realized by disengaging a considerable amount of gold 
from the channels of circulation, and rendering it availa- 
ble for balancing our accounts with foreign countries. 
These advantages, however, would have to be purchased 
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at too high a price. The expulsion of coin would en- 
danger. the convertibility . of the bank note. When 
diminished: production deprives’ us of the power of main- 
taining the same amount of currency as before, that part . 
of the currency which consists of coin becomes redundant, 
as well as that part which consis{s of bank notes. While 
a portion of the redundant, notes is returned to the 
department of issue, in exchange for gold for exportation, 
a portion of the redundant coin is withdrawn from the 
channels of circulation, and rendered available, in con- 
junction with the reserve of bullion in the bank, for the 
balancing of foreign accounts. Now if ‘the coin were 
driven out by the issue of one pound notes, a demand 
for gold for exportation, instead of being supplied, as 
heretofore, partly from the reserve of treasure in the 
issue department of the Bank of England, and partly 
from the redundant, coin in the channels of circulation, 
would have t& be wholly supplied: fron ‘the bank,reserye. 
Drive out the ‘gold now in th channels of circulation, 
and held by the Seotch and Irish banks, and it might 
become necessary, in order to secure the convertibility of | 
the bank note, that~ the reserve ‘of’. treasure in: the issue 
department of the Bank of “England should. ‘be doubled. . 
In estimating the gains which might result “from substi- 
tuting one pound notes for coin, it would be necessary to 
deduct the amount of gold which it would be, necessary 
to add to the Bank reserve, from-the amount which would 
be disengaged from the, channels of trade. In a national 
point of view the gain, as thus ‘estimated, would be utterly 
insignificant. And with what fearfal hazard would this 
insignificant gain have to be purchased! When gold 
should have been banished from the channels of trade, 
and when our superstructure of circulation and of credit 
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should have been made. to: rest on the narrow base of 
the reserve of treasuie in! ‘the issue department of the 
Bank, the frequency of monetary panics, and their inten- 
sity when they happened to occur, would. be, incalculably 
increased. The Act of 1844 for the renewal of the 


Charter of the Bank of England has. preserved our | 
monetary system in a sound and healthy state through’ ‘Bi: 


period of unexampled difficulty ; and a relaxation of its 
provisions during an adverse balance of foreign pay- 
ments, instead of mitigating the pressure. upon the 
springs of industry, as the Glasgow: Chamber of Com- 
merce erroneously contend, would cause a protracted 
drain of bullion,~ rapid exhaustion of the reserve of 
’ treasure, and a panic more fearful and destructive than 
that of 1825. 
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